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How Residential Operating Equipment 
Influences Mortgage Lending 


It is a mistake for lenders not 
to fully weigh the value of the 
equipment that goes into a house 


HE real security for any mortgage 
loan is the ability and willingness 
of the borrower to repay the loan; 

and, in case of default, the right of the 
lender to endeavor to recover his princi- 
pal by foreclosure and sale of the mort- 
gaged property. 

In analyzing a mortgage application, 
lending institutions of course carefully 
analyze a borrower's credit record, his 
income, the amount of the obligation he 
is undertaking in proportion to his re- 
sources, his mode of living and his repu- 
tation. 

The institution also considers the pro- 
per term of the mortgage and the amount 
of the monthly payments in proporticn 
to his monthly income. However, in or- 
der to forecast the continued willingness 
of the borrower to make payments, the 
mortgage lender must analyze the physi- 
cal aspects of the dwelling, its construc- 
tion conveniences and _ attractiveness, 
neighborhood location, transportation 
facilities, public utilities and conveni- 
ence to stores, schools, churches, recrea- 
tional centers and centers of employment. 


FHA, through its underwriting sys 
tem, has developed a mortgage risk rating 
method and valuation procedure to prop- 
erly judge each of these many factors 


By DONALD K. VANNEMAN 


so than an economically sound loan may 
be insured. Variations of this system 
are in general use by many lending insti- 
tutions in reaching their own conclu- 





_ principal thing Mr. Van- 
neman has to say here is 
that the operating equipment 
that goes into a house on which 
an institution holds a mortgage 
is a good deal more important 
than most lenders apparently 
believe. He tells you why he 
thinks so. Not long ago he made 
a study of this subject for the 
largest electrical equipment 
company in the country. He 
was formerly with FHA in New 
York and is now the New York 
mortgage loan correspondent of 
a large life company. 





sions regarding loans whether FHA in- 
sured or not. 


One of the most important factors, 
however, in influencing a borrower's will- 
ingness to keep up his mortgage pay- 
ments, is the operating equipment in the 
property because of the comfort, satis 


faction, service and pleasure it represents. 
This equipment must be examined for 
three major essentials: utility, adequacy 
and durability. 


It is easy to see that if these three con- 
ditions are not fulfilled the borrower's 
willingness to meet his mortgage obliga- 
tions certainly will be adversely affected. 
For instance, nobody wants a house 
where the arrangements of the kitchen 
are so unsatisfactory as to cause domestic 
upheavals; or the heating plant eats up 
fuel at a rate that overburdens the fam- 
ily budget. 


The operating and maintenance cost 
of the equipment vitally affects the bor- 
rower’s ability to pay as well as his will- 
ingness. For instance: A poor quality 
heating plant or one improperly de- 
signed to suit the requirements of the 
building may affect fuel costs by as much 
as 50 per cent. There are actual cases 
where the heating cost of a six room house 
was reduced from $150 to $75 per an- 
num after installing a properly efficient 
heating plant and insulation. 


What this means to the lending insti- 
tution may well be realized if the capi- 
talized amount of the savings of $75 a 
year or $6.25 per month, is related to the 
total amount of the mortgage. This 
monthly amount of $6.25 would retire a 
capital sum of $1,000 in eighteen years 
and eleven months with interest at 4 per 
cent. If we assume that the typical small 
house mortgage averages $5,000, this 
monthly saving would repay one-fifth of 
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the total mortgage loan, and would fur- 
ther represent approximately 12!/2 per 
cent of the total monthly payments of a 
typical borrower. Similar savings, al- 
though smaller in amount, may be real- 
ized in the maintenance and replacement 
costs of other durable equipment such as 
cabinets, ranges, etc. 

However, in considering equipment 
from a valuation standpoint, it is of pri 
mary importance to determine which 
items of equipment are considered by lo- 
cal custom or law as actual parts of realty 
and not as chattels. Some state laws con- 
sider refrigerators and ranges as actual 
parts of the realty while in other states 
they are considered as chattels. It can be 
easily seen that lending institutions and 
FHA must only consider those items 
which form a part of the entire realty 
upon which the lien of the mortgage will 
apply in order to determine the amount 
of the loan that they are willing to accept. 

This, however, does not necessarily 
preclude a loan of a sufficient amount 
whereby in actual practice a builder 
might use part of the proceeds to cover 
the cost of some of the chattel equipment 
furnished. A valuator should base his 
estimates on a single and typical building 
and his valuation should not be preju- 
diced by better-than-average efficiency of 
a builder's operation, fortunate land pur- 
chases, less-than-average builder's profit, 
etc. A higher degree of livability and 
the functional plan of a house, its light- 
ing and ventilation and its architectural 
attractiveness do not necessarily entail 
proportionate increases in cost although 
they may very well favorably affect the 
valuation. The FHA system of rating 
the physical property includes consid- 
eration of seven features: 

1. Structural soundness. 

2. Resistance to elements. 

3. Resistance to use. 

Livability and functional plan. 
Mechanical and convenience equip- 
ment. 

6. Natural light and ventilation. 


= 


7. Architectural attractiveness. 


1 e+ 


The first three are analyzed from the 
viewpoint of durability. The next three 
which includes “Mechanical and Con- 
venience Equipment” are studied in 
terms of function. The last feature is 
studied in terms of lasting appeal. The 
FHA Underwriting Manual gives de- 
tailed instructions and examples for prop- 
erly rating each feature. Electrical, 
mechanical and convenience equipment 





Will increasing taxation affect 
the percentage of gross sales that 
business enterprises can now afford 
to pay as rental—and if so, will it 
have a serious effect upon valua- 
tions established in recent years? 

We thought that was a pretty 
important matter for mortgage men 
to be thinking about these days, 
and we asked some of them what 
they thought. 

William L. King, president, Boss 
& Phelps Mortgage Co. of Wash- 
ington, D. C., said: 

“My first opinion is that increas- 
ing taxation by the Federal Gov- 
ernment should not affect the per- 
centage of gross sales that -business 
enterprises can now afford to pay 
as rental. Percentage leases are 
generally on a fair and equitable 
basis both to landlord and tenant, 
and provide for a fixed minimum 
rental with additional rental based 
upon earnings. Sales taxes and 
similar consumer-paid taxes are 
levied upon the customer, and are 
not figured in the gross sales. Where 
a fair minimum rental has been 
agreed upon, based upon the ex- 
perienced rate which such retail 
outlets can and have safely paid 
during the past, the valuation of the 
real estate will not be adversely af- 
fected. On the contrary, with a 
probable increase in volume of gross 





What Will, Higher Taxes Do to Business 
Rents--and Valuations of the Past? 


sales, real estate values will have an 
upward tendency.” 

And Walter S. Schmidt, presi- 
dent, Fred’k A. Schmidt, Inc. of 
Cincinnati, said: 

“It is my judgment that, as 
taxes are increased, the amount of 
these taxes plus the costs involved 
in paying them are added to the 
price of merchandise in the same 
manner as higher labor costs or 
other such items would be added. 


“It has been my experience that 
business has been best in extended 
periods of high costs. Of course, 
it is true that until there is general 
prosperity there may be high cost 
periods in which certain fields of 
business do very well and others 
suffer. This situation developed in 
the first World War when the cost 
of building went up with our war 
effort. Then the government dis- 
couraged the construction of new 
buildings unless they were needed 
for the war economy. 


“This, however, is the exception 
rather than the rule. Consequently, 
I think it can be said without ques- 
tion of doubt that increasing taxa- 
tion will not affect the percentage 
on gross sales that business enter- 
prises can afford to pay as rental.” 


What's your opinion? We would 
like to hear and print it. 








are considered outside of their own in- 
dividual feature ratings as they affect 
other functional qualities of the house. 
To illustrate, a house which had a poorly 
planned kitchen, lacked adequate ar- 
rangements for food storage (such as 
cabinets, refrigerators, etc.), an im 
proper setup for food preparation 
meaning the type of stove and available 
work space, etc., and poor dish washing 
facilities, might receive a lower rating 
under the feature “Livability and Func- 
tional Plan.” This feature would also 
be adversely affected by insufficient 
lighting and electric outlets or an inade- 
quate or troublesome heating plant. Poor 
wiring might also lower the rating of 


“Resistance to Elements,” if it consti- 
tuted a fire hazard and poorly made fixed 
equipment such as kitchen cabinets might 
cause a lower rating of “Resistance to 
Use.” On the other hand the installation 
of a ventilating fan in the kitchen would, 
in most cases, improve the rating under 
“Natural Light and Ventilation.” 

It is certainly of vital importance to 
understand that the quality of the equip- 
ment installed should in all cases be con- 
sidered in the value estimate. However, 
in consideration of quality with refer- 
ence to cost one all important factor 
must not be overlooked. The lending in- 
stitution must consider that the excess 
cost for quality equipment in relation to 
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What effect will the increase in 
income taxes have upon the ratio of 
the borrower's income and the 
value of his home? That's a time- 
ly question and a pertinent one. 

We asked several MBA mem- 
bers what they thought about it. 

One of them, Linn P. Campbell, 
president, Byron Reed Company, 
Inc., of Omaha, said: 

“It is too early to express a 
very definite opinion on this sub- 
ject because we do not know defi- 
nitely what the increase in income 
taxes will be nor which income 
brackets they will affect most. I 
personally think there will be very 
little change in the present situa- 
tion. We all know that the first 
three essentials to the mainte- 
nance of human life are food, 
clothing, and shelter, and that 
American families are, in the 
main, better housed than the fami- 
lies of any other nation on earth. 
The desire for a home is strong in 
nearly every man and the average 
American citizen takes great pride 
in providing as fine a home for 
his family as his circumstances 
will permit. Hundreds of thou- 
sands of families in these United 
States are living in houses which 
an economist, after a study of the 
family finances, would say were 
beyond their means to support. 
Yet they live there comfortably 
and manage through thrift and 
economy in many ways to pay 
the mortgage in full. Long-term 





What Effect Will the Higher Income 
Taxes Have on Home Buyers Today? 


financing at low rates has material- 
ly helped in this regard. 

“A large percentage of the 
homes in the country are owned 
by people of the middle and labor- 
ing classes. I doubt if the income 
tax that these people will have to 
pay will materially affect their 
mode of life, especially their 
housing accommodations. Their 
homes are their ‘castles’ and it is 
safe to assume that an increase in 
taxes will simply cause these peo- 
ple to ‘tighten their belts’ and 
economize on certain luxury items 
rather than be faced with the pos- 
sibility of losing their most prized 
possession—their home.” 

And Wallace Moir, president, 
Belmont Company of Los Angeles, 
said: 

“You have two variables, the 
borrower's income and the value 
of his home. We all know that 
if his gross income remains the same 
his net income will be less; and if 
the value of his home remains the 
same, there will, of course, be an 
obvious change in the ratio. Gen- 
erally speaking, it is my opinion 
that incomes, after income taxes, 
are going to continue to be less. 
But it isn’t a question that you can 
sink your teeth into; and therefore 
it is impossible for me to do any- 
thing with it.” 

What do you think about it? 

We'd like to hear; and if we do, 
we will. publish your opinion in 
this space. 








the type and price class of the property 
must be reasonable as compared with a 
typical similar property. 

This word typical is probably one of 
the most important words used in con- 
nection with correct valuation procedure 
and cannot be emphasized too strongly. 
Typical does not mean “average” but 
refers to the general price and class qual- 
ity that will have the greatest general 
market appeal. It would obviously not 
be typical for a house costing $3,000 to 


have an added $1500 worth of special] 
equipment because the typical buyer in 
that market would not be willing to as 
sume the extra expense, although it might 
be possible to find a few individuals will- 
ing to do so. On the other hand, a $6,000 
house might well have $750 worth of 
quality equipment which would be con- 
sidered as reasonable and fairly typical 
with the result that the full extra cost 
might be reflected in the valuation. 


One of the principles of FHA is to 


encourage better housing, improved de- 
sign and more comfortable living. Within 
the limits set forth here it is entirely 
reasonable from an economic point of 
view as well as aesthetic viewpoint to give 
credit in valuation to the added return 
that quality equipment gives. 

Not so many years ago the new mod- 
ern plumbing equipment and tile in the 
bathroom were considered special equip- 
ment and were not considered as typical 
in valuation. Today their omission would 
be considered a departure from the typi- 
cal and the property would be penalized 
in valuation. Thus the so-called “extras” 
of today may be “typical” of tomorrow. 
As people become more accustomed to 
and expect a thing, the more it ap- 
proaches the typical in appraisal prac- 
tice. 


Specifically this applies to a develop- 
ment of homes with complete quality 
equipment. The lack of it in any one 
house will, in most cases, cause a larger 
depreciation in value than the cost of the 
equipment itself. For example: 


A builder planned a development and 
included complete kitchen equipment as 
standard in all houses. Included in his 
sales plan, however, was an allowance 
in the event that a buyer not wanting 
the equipment might reduce the price 
by omitting part or all of it. In this way 
it was thought that the sales department 
would not lose a border line sale where 
the buyer was pinched for money. 


The plans for the development were 
submitted to a lending institution and 
the FHA. They were approved, and 
construction began. It was highly suc- 
cessful and over 100 houses were built 
and sold. Of this number only 9 were 
houses that did not have the complete 
standard equipment because the buyers 
chose to take what they thought was a 
savings in the price. 

Recently two of the houses were up 
for resale. One was the standard house 
and the other without all the equipment. 
Despite the fact that there was undoubt- 
edly some depreciation on the equipment 
after three years of use, the standard 
equipped house sold at a higher price 
than the non-standard equipped property 
and the difference represented more than 
the difference between the original cost 
of the two so that actually the standard 
house owner took a slight profit in dollars 
and cents. 

(Continued on page 5, column 1) 
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Profit Opportunities Open to 
the Mortgage Firm Today 


There are many dividend-paying 
auxiliary lines a mortgage firm 
can add these days is this view 


T hasn't been so many years ago when 

it was possible for a mortgage loan 

correspondent to depend almost en- 
tirely upon his loan fees for income. 
These were sufficiently attractive without 
the necessity of supplementing income 
from additional services. 


Since the depression, and particularly 
since the advent of FHA, the picture has 
changed. It is becoming increasingly dif- 
ficult to depend only upon commissions. 
Even with a relatively large volume of 
business each month, the extra amount 
of detail work now necessary adds such 
a large additional overhead expense that 
it is difficult to show a profit on income 
from this source only. Hence practically 
all mortgage bankers are forced to give 
more attention to some form of auxiliary 
services and these services are beginning 
to be the difference between the color 
of the ink on the monthly statement. 

Many mortgage men, along with other 
business men, are beginning to look upon 
the present era as one of “profitless pros- 
perity.” The mortgage correspondent’s 
present income is not sufficient to build 
up an adequate surplus to tide over the 
lean periods to come. With excess profit 
taxes, higher income taxes and increased 
overhead, it is plain that a well-rounded 
institution must bolster itself with every 
additional source of income it can lay its 
hands on 

We should not forget what we learned 
in the past. Remember when the loan 
business practically ceased overnight 
about ten years ago? There was a great 
rush to find other sources of income but, 
like any business, these sources could not 
be offered and expected to pay immedi- 
ately. This additional source of income 
had to be promoted and men had to be 
trained. I think today that it can safely 
be assumed that all mortgage men are 
giving the matter of additional services 


By W. J. BASHAW 


much thought. Most of them have al- 
ready found additional services that can 
be tied into the present set-up and from 
which additional revenue is obtained. 





WELL-ROUNDED organiza- 

tion is your best profit in- 
surance these days, says Mr. 
Bashaw. He describes a number 
of these so-called side-line activi- 
ties which he feels are profitable 
and invite the participation of 
most mortgage houses. He is 
manager of the Tulsa office of 
the Mager Mortgage Company 
of Oklahoma City. 





Let us consider some of these auxiliary 
services. Of course the needs of the com- 
munity where you are doing business will 
govern the form these will take, but here 
are some of the “side-lines” that have 
been successful and profitable. 

(1) Appraisals. Skilled appraisers are 
always in demand, and many companies 
have made this service pay. 

(2) Insurance. This is an old “stand- 
by” and a profitable one. Most mortgage 
loan companies have included an insur- 
ance department with their mortgage 
loan activities. Usually this department 
has been confined to straight fire and 
windstorm policies, but many companies 
are branching out into casualty and kin- 
dred lines. 

(3) Real Estate Sales, Rentals and 
Property Management. This is a service 
that has held up its share of the load very 
successfully wherever it has been used. 
Most mortgage companies began the 
business of property management back 
in the depression days, following up the 
management with sales as fast as local 


market conditions would permit. A 


number of companies have found the 
possibilities of adding to their income 
greater in this line than in any other, and 
have enlarged it to where the real estate 
department is an important portion of 
their entire business. Local conditions 
have more or less to do with the expan- 
sion of this department. Where the op- 
portunity afforded, some companies have 
been able to add the management of of- 
fice buildings to their property manage- 
ment department and in some instances 
hotels. The management of large office 
buildings and hotels involves a special 
technique that the average correspondent 
does not have. He will be successful only 
if he is able to employ assistants especial- 
ly trained in this field. 

Correspondents engaged in rentals and 
property management on a scale sufh- 
ciently large to maintain a regular repair 
crew say they have also engaged in con- 
tracting outside work as a “fill-in”, and 
have derived some profit from this source. 

(4) Building Site Development. Here 
is a source of additional income that will 
pay anyone investigating. In our city we 
have had a very active FHA building 
program, due partly to the location of a 
large defense project there. 

The problem of locating desirable 
building sites is becoming increasingly 
difficult, especially for moderately priced 
homes. Some mortgage companies have 
been assisting local builders to acquire 
blocks of desirable sites for development. 
They make it a part of their arrange- 
ment with the builder that they will get 
a small profit from the sale of the lots 
as well as the loan and insurance busi- 
ness. The method by which this is 
handled is usually through a mortgage on 
the building site, letting the builder take 
title. The builder is required to furnish 
some financing and labor for the develop- 
ment of the land. As each lot is sold a 
partial release is given for an agreed 
amount that will pay off the mortgage 
by the time the tract is at least three- 
fourths developed. 

We have some mortgage loan com- 
panies who have gone into land develop- 
ment in an important way by developing 
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and selling entire additions. They have, 
in addition to obtaining most of the loan 
and insurance business, made some profit 
from commissions on sales of houses 
built in the addition. We would not rec- 
ommend expansion of this sort unless the 
mortgage company possesses some prac- 
tical experience in land development. 

One more thought in connection with 
auxiliary services: The FHA has made it 
easier for the average man to purchase a 
home. Terms of purchase are so con- 
venient (and are being made easier with 
Title VI) that undoubtedly the propor- 
tion of home owners to total family 
dwellings is increasing at a tremendous 
pace. When the next depression comes 
(and I think it must be agreed that there 
will be one) there will be a relatively 
larger number of individual owners of 
dwelling places than there was during 
the last depression. The majority of these 
home owners will possess a smaller equity 
than home owners in the past. Doesn't 
this situation suggest a great turn-over of 
property? Will not the business of real 
estate sales, rentals and management 
become relatively more important at that 
time? 

A look into the future discloses the 
possibility that these services may become 
more important to mortgage loan institu- 
tions than the business of producing 
mortgages. I am convinced that the day 
is past when mortgage institutions can 
rely upon loan fees as the main source of 
income year in and year out. In fact, I 
wonder if the tables might not have 
turned so that loan fees wil! be classified 
in the future as a minor service, and that 
sales, real estate management, insurance, 
rentals, appraisals, land development, 
etc., will become the steady reliable 
source of income. Only time will bring 
the full answer. 





RESIDENCE EQUIPMENT 


(Continued from page 3) 


It must be kept in mind that valuation 
is not an exact science and that it de- 
pends entirely upon the knowledge, ex- 
perience and judgment of the valuator 
who must maintain as a primary requi- 
site an unprejudiced viewpoint. The 
reasonableness of his conclusions is one 
of the balances on which the final mort- 
gage amount rests. Thus when the cir- 
cumstances indicate the reasonableness of 
the valuator’s conclusions a valuation of a 
whole property may include more than 



























We Want Your 


Reservation 


NOW 


For the One Business Event 
in the Mortgage Man’s Year 
That He Can’t Afford to Miss 










The 28th Annual Convention of the 


MORTGAGE BANKERS ASSOCIATION 
OF AMERICA 


Roosevelt Hotel, New York 


October 1, 2 and 3 


e Business for most MBA members is better this year than in any 
recent year. Yet it is probably true that problems confronting mortt- 
gage bankers are more numerous now than in any recent year. 


e MBA’s annual Convention is always the best place to get the 
answers to whatever you want to know about current mortgage bank- 
ing trends. That’s particularly true this year. Come to New York 
this October to see and hear how others are thinking about the same 
questions that may be puzzling you right now. 


e It’s going to be a great Convention from every standpoint—guest 
speakers who will have something to say worth hearing, three great 
Clinics built around the actual mortgage problems of today, worth- 
while entertainment and all the other attractions that have made 
MBA Conventions profitable events and ones to remember. So again— 
get that reservation in please. Notify the Roosevelt Hotel, Madison 
avenue and 45th street to be on the lookout for you during the first 
three days in October. 












































the cost of adequate, useful and durable 
equipment because the owner of such 
property will have a continued willing- 
ness to meet the obligations of ownership 


during the years to come. Likewise 


subsequent purchasers will be inclined 
to value more highly those properties 
which contain those features which will 
satisfy to the highest degree their desires 
and needs. 
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There Are Signs of Life 
in Real Estate Today 


This expert in his field paints 
an optimistic picture of better 
times in the real estate world 


HE sight of men and machines at 

work on construction projects of 

virtually every description and in 
numbers not seen in a decade or more 
bespeaks active building construction. 
But in the closely allied but distinctly 
separate field of real estate, there is a 
surge of renewed activity which has not 
yet become obvious. 

True, when we speak of real estate, 
as with construction, land and bricks 
and mortar are involved. But there the 
similarity ends. Real estate, which is ever 
all about us, is not as something moving 
or active like construction. We see it 
rather as something fixed and immobile 
and hence taken for granted. We do 
not stop to gape at it as we would upon 
a new structure that is rearing skyward 
or a new highway that is being laid down. 

Though the recurring cycles of con- 
struction and real estate actively affect 
each other, different forces often operate 
upon them. An example is provided by 
the fact that sales and transfers of im- 
proved real estate on the island of Man- 
hattan, because of conditions peculiar 
to it, are now in a volume better than at 
any time in virtually a decade, although 
new construction there is only hobbling 
along at a pace measurably slower than a 
year ago. 

Quite generally, what only a few 
months back were but straws in the wind 
have now become positive indicators of 
much better days ahead for real estate. 
Increased industrial production, with its 
corollary processes of expanding employ- 
ment and payrolls and of a rising trend 
in retail trade, are some of the causes 
behind a general rebirth of interest in 
land and its improvements on the part 
of investors and speculators alike. 

As instances, one could cite a business 
building in Washington which last Octo- 
ber was offered for sale by a bank at 


By L. SETH SCHNITMAN 


$120,000 with no takers except at a 
concession, but which a few weeks ago 
brought $145,000; an apartment house 
in mid-Manhattan which was put on the 





BA members interested in 

real estate will find this a 
cheerful bit of summer reading. 
The author sees a definite trend 
toward a greater interest in real 
estate for investors’ money. He 
estimates that since the first of 
the year prices for improved 
real estate have gone up on an 
average of 6 per cent. Mr. 
Schnitman is too well known 
and highly regarded as a com- 
petent authority on real estate 
and construction to need any 
introduction here. This article 
appeared in the July 7th issue 
of Barron’s, The National 
Weekly, and is reprinted here 
by special permission. 





market by another financial institution 
just before the turn of the year at 
$110,000 with no effective bids to liqui- 
date satisfactorily a foreclosure of an 
earlier day, but which in recent weeks 
was taken at $125,000; a combination 
business and apartment building, some 
25 years old, in one of Connecticut's key 
defense centers, offered in April at 
$75,000 and which has now been with- 
drawn except at an increase of $10,000 
in the asking price; a small tract of land 
near Columbia, South Carolina, which a 
year ago enjoyed no market at all, but 
which in March was sold at a price al- 
most 50 per cent above the offering figure 
of a year earlier. There is also a farm 
in New Jersey that was purchased at an 
increase of roughly 20 per cent by a 
buyer who only seven months before had 


refused to consider the then offering 
price; a commercial structure in the De- 
troit area occupied principally by a fi- 
nancially responsible long-term lessee on 
a net rental basis, which changed hands 
at a price to net the buyer better than 
8 per cent over the life of the lease; land 
sales in and around Corpus Christi, 
Texas, that partake somewhat of boom 
conditions; a commercial structure in the 
San Francisco area that went begging as 
little as 10 months or so ago, but which 
now is on the way to being resold at a 
handsome profit by the man who acquired 
it late last year. In such real estate pur- 
chases idle money is going to work at 
rates of pay, real and prospective, that 
exceed anything else available to invest- 
ment funds today. 


Particularly significant in this country- 
wide trend is the news of syndicate buy- 
ing of this apartment building, that loft 
building, this hotel, that store building, 
this acreage, that country estate for sub- 
division. For it is the syndicate buyer, 
so-called, who, generally speaking, is 
among the first to gauge the real estate 
tide and ride its waves. 


Furthermore, there are accumulating 
evidences that investment money is be- 
coming more migrant. No longer is it 
so timorous about investing in real estate 
at some distances from its customary 
base of operations; geographic barriers 
have become secondary to real estate in- 
vestment opportunities; once again ab- 
sentee ownership of land and improve- 
ments is becoming a factor, especially in 
areas peculiarly favored by underlying 
economic conditions and by the defense 
effort. 

In an increasing number of our largest 
cities, “refugee money,” too, lately es- 
caped from war-torn Europe, is finding 
a haven in our lands and buildings. The 
sight and feel and touch of something 
solid here holds out a promise for security 
not now to be found in their native 
countries. This is to say nothing at all of 
the teaching which foreign investors gen- 
erally have had from their experiences 
with inflation and the relationship thereto 
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With profound sorrow we an- 
nounce the death, on Sunday, 
July 27th, of Roy S. Johnson of 
Wichita, Kansas, who has been 
a member of MBA’s Board of 
Governors since 1933. Death was 
the result of a heart attack and 
funeral services were held July 
29th in Wichita. 

Mr. Johnson began his busi- 
ness career with the Albright 
Title and Trust Company of 
Newkirk, Oklahoma, in the farm 
loan division and succeeded his 
father as president of that insti- 
tution in 1929, He became presi- 
dent of the Federal Land Bank 
of Wichita in 1937, the position 
he held at the time of his death. 
To Mr. Johnson’s family and his 
associates goes our deepest sym- 
pathy. Mr. Johnson’s contribu- 
tion to MBA during the past 
several years has been an impor- 
tant one and with his passing 
the Association has lost a highly 
esteemed and valuable member. 


The latest on rents is this: They were 
0.2 per cent higher in June than in May 
and 1.6 per cent higher than in June, 
1940. They are now 40.7 per cent above 
rents prevailing in January, 1934, but 
are 4.1 per cent below those of June, 
1929. These are the figures of the Na- 
tional Industrial Conference Board. 





SIGNS OF LIFE 

(Continued from page 6) 
of tangible property. Dutch, British, 
French, German, Belgian nationals are 
as one in their quest for such investments. 
Some are buying well-situated commer- 
cial and retail properties; some, well- 
located apartment house structures; 
some, properties requiring varying 
amounts of rehabilitation; still others, 
land for large-scale housing and commu- 
nity developments. Whatever the form 
or formula, common to each is the under- 
lying belief that real estate, of all other 
avenues of investment, offers attraction 
not elsewhere now to be found. 

So much for the buyers. Who are the 
sellers? For the most part they are the 
life insurance companies and the savings 
banks; even the building and loan asso- 
ciations and the Home Owners Loan 
Corp. as sellers are increasingly feeling 
the effects of the broadening interest in 
real estate. Here and there large family 
holdings and country estates are for one 
reason or another finding their way to 
market. Even new and near-new build- 
ings of various types, notable stores and 
apartment houses, are finding buyers in 
greater numbers than at any time in re- 
cent years. 

On fragmentary and admittedly im- 
perfect data, prices for improved real 
estate the country over since the turn of 
the year have improved by an average 
of around 6 per cent. At the same time 
commercial rentals are generally fetching 
rates of from 3 per cent to 5 per cent 
above those of a year ago, with a growing 
number of communities, notably among 
the 144 key defense districts, besting this 
average considerably. Then, too, rental 
housing not only continues to record 
higher occupancy ratios but gradually 
rising rental scales as well; while rental 
collections, both residential and commer- 
cial, are generally better than they have 
been for a decade or more, and suits for 
eviction for nonpayment of rent are at a 
new low since 1929. 

Among the other similar items these 
are of paramount importance: 

1—Foreclosures of urban and rural 
non-farm properties are now down to 
about the 1926 level. A year ago they 
were still some 10 per cent greater. 

2—Farm foreclosures are likewise 
generally lower than they have been in 
about 15 years. 

3—Local real estate tax rates, though 
generally exhibiting a firming tendency, 


still have none of the evidences of such 
broad rises as are certain in other fields 
of taxation, federal and local. 

4—Demolitions and the boarding-up 
of buildings to avoid real estate tax pay- 
ments on unused structures are fast re- 
ceding. 

5—Real estate tax collections are im- 
proving; tax delinquencies are ebbing. 

6—Tax sales of real estate acquired 
by municipalities not only are smaller in 
aggregate volume but properties so sold 
are generally bringing better prices than 
similar sales of recent years. 

7—Maintenance costs, including wages 
to building service employees, though on 
the increase, are for the most part now 
being outweighed by higher occupancies 
and higher rental rates. 

8—Longer term leases are being re- 
quested by tenants both for new occu- 
pancies and in the case of renewals. 

9—Occupancy in office buildings is 
generally at a higher ratio than at any 
time since 1930, with much former idle 
space being absorbed by the expansion 
requirements of existing tenants. 

10—Vacancies in store space are more 
uniformly being taken up, while the va- 
cancy ratio in a growing number of im- 
portant centers is getting down to what 
might be termed normal and below. 

11—Sales of foreclosed properties held 
by financial institutions now are measur- 
ably in excess of their current foreclos- 
ures. 

12—Earnings of commercial real es- 
tate enterprises such as for example com- 
mercial warehouse and terminal com- 
panies, even hotel properties, are gener- 
ally on the increase, reflecting in many 
instances striking gains both as to occu- 
pancy and space rates. 

13—Special purpose buildings, long 
largely idle, such as lofts, light and even 
heavy manufacturing buildings, are not 
only filling up but are being sold at prices 
which a year or more ago on then pros- 
pects might have seemed unattainable. 

14—It is still cheaper to buy existing 
buildings, particularly those which have 
gone through the foreclosure wringer, 
than to build equivalent structures. 

This last factor of the relationship be- 
tween present building costs and going 
prices for improved real estate is probably 
the most important of all. 

None of the foregoing is to deny that 
the increasing emphasis on defense al- 
ready is having some injurious effects on 

(Concluded next page) 
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Chains Aren’t Paying 


More Rent Than 


the Space Is Worth to Them 


By MARK LEVY 


gage men no doubt have given a 

great deal of thought to recently. 
Let us put it this way: Consider a retail 
store property occupied under a long 
term lease by a strong national retail 
store concern, such as Woolworth or 
Grant, at a rental considerably in excess 
of what local merchants are paying for 
surrounding stores, how much of this 
excess rental can be allowed in comput- 
ing a market valuation which would be 
safe to recognize for mortgage loan pur- 


emg a question that many mort- 


poses? 

That is the question. What is a safe 
answer? 

The answer, I think, is bound up with 
many factors. If the circumstances are 
such that the tenant is strong and can 
afford to pay the prescribed rental be- 
cause his gross volume of business war- 
rants it, then it seems timid to penalize 
the property because among its attributes 
it has such favorable features. 

Investors in commercial properties, 
similar to that described here, are avail- 
able and will pay prices for such proper- 
ties which range between 6 per cent and 

per cent capitalizations of the net 


earnings. Particularly if leases are of 


CHEAPER TO BUY 


(Continued from page 7) 

real estate situated outside of the so-called 
defense areas. But this factor can only 
point up the need for caution as to the 
selection of suitable real estate for in- 
vestment in terms not only of income 
prospects but also of prospects of price 
stability and even appreciation. Though 
it is true that marriages, for illustration, 
are now being consummated at a rate 
reminiscent of the boom years of the past 
decade, this is in itself no sure guide to 
the purchase of real estate in a given 
community for purposes of income unless 
it can at the same time be ascertained 
reasonably that the newly-formed families 
are becoming more or less permanent ad- 
ditions to the community. 

But so long as it is cheaper to buy than 
to build, money will go into real estate. 


current origin, there seems to be no jus- 
tification for the position that Woolworh 
or Kresge or Grant or similar merchan- 
dising organizations have taken on an 
obligation to pay a rental higher than 
the location warrants. 

The fact that a small local merchant 
pays a lower rental for an adjacent store 
does not by any means indicate in all in- 
stances that the chain paying the higher 
rental is wrong and the local merchant 
right. Merchandising ability varies, and 
with it there is a similar variation in the 
justifiable rental value of a given location. 

Of course, if a lease made 15 years ago 
is a burdensome one from the standpoint 
of the ratio of the rental to the gross 
sales volume, then obviously some recog- 
nition should be given to this circum- 
stance; but here again tenant responsi- 
bility, length of lease, and the degree of 
the burden should be carefully analyzed 
before the appraiser or money lender 
takes the obstinate position that the ren- 
tal or at least a substantial portion of it 
is unsafe and unwarranted and that 
therefore it must be discounted to a sub- 
stantial degree in making a value esti- 
mate. 

It seems to me that no specific rule 
should be laid down for the treatment of 
such cases. The actual market is perhaps 
the best test and constant reference to it 
will produce the most reasonable results. 
There is one feature of the question that 
is often overlooked, particularly when 
comparisons are sought to be made upon 
a front foot rental basis. This is the fact 
that often the chain store occupies space 
of greater depth and larger area than 
does the small local merchant. Buildings 
are often constructed to the specification 
of chain store tenants or remodeled to 
suit their requirements, and these items 
are important in the determination of the 
rental paid. Generally chain stores do 
not pay more for space than it is worth 
to them. 

. 


Mr. Levy is president of the Mark 
Levy Realty Company of Chicago. We 
think Mr. Levy has opened up an inter- 
esting subject and would appreciate com- 
ments on it. 





13 Nominated 
for MBA Posts 











In addition to Frederick P. Champ of 
Logan, Utah, and Charles A. Mullenix 
of Cleveland, who have been selected as 
the official nominees for president and 
vice president of MBA for the 1941-42 
term, ten other nominations will be pre- 
sented to the Association membership at 
the annual meeting on Friday, Oct. 3, the 
last day of our 28th annual convention. 

Four new regional vice presidents 
were nominated by the board of gov- 
ernors and include Herold G. Woodruff, 
president, H. G. Woodruff, Inc., De- 
troit, for the Central area; L. E. Mahan, 
president, L. E. Mahan & Company, 
St. Louis, for the Southwest area; Wal- 
lace Moir, president, Belmont Com- 
pany, Los Angeles, for the Far Western 
area; and John C. Thompson, president, 
New Jersey Realty Co., Newark, for 
the Eastern area. Mr. Mahan and Mr. 
Woodruff are now members of the 
board of governors. 

Mr. Thompson was also nominated 
for a place on the board of governors 
and Frank J. Mills, cashier, the Ft. 
Wayne National Bank, Ft. Wayne, Ind., 
was renominated. In addition, five new 
members were nominated for places on 
the governing body of the Association. 
They include: 

Charles H. Sill, executive vice presi- 
dent, Drennan & Sill, Inc., Detroit; 
Joseph M. Miller, president, Miller Mort- 
gage Co., New Orleans; W. L. King, 
president, Boss & Phelps Mortgage Co., 
Washington, D. C.; Frank H. Wolff, 
president, W. K. Ewing Co., Inc., San 
Antonio; Frank L. Wilkinson, president, 
Shryock Realty Co., Kansas City; and 
W. Eugene Harrington, vice president, 
Spratlin, Harrington & Thomas, Atlanta. 
Mr. Sill is president of the Detroit Mort- 
gage Bankers Association and Mr. 
Thompson has just been re-elected presi- 
dent of the Northern New Jersey Mort- 
gage Bankers Association. 

Of the seven members of the Board 
of Governors whose terms expire in 
1941 only Frank J. Mills of Ft. Wayne, 
Indiana, was eligible for re-election 
under the terms of the present by-laws. 


The next issue of The Mortgage 
Banker is a special Pre-convention num- 
ber—watch for it. 








